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FUNDSAFFECTED: X GENERAL IMPACT: State & Local
DEDICATED
FEDERAL

Summary of L egislation: Thisbill providesthat anindividual or theindividual'ssurviving spouseisentitied
to an Adjusted Gross Income Tax deduction for the first $6,000 of income received for active or reserve
military service. Current law provides a$2,000 deduction. (Theintroduced version of thishbill was prepared
by the Commission on Military and Veterans Affairs.)

Effective Date: January 1, 2002.

Explanation of State Expenditures. The Department of State Revenue (DOR) will incur some
administrative expenses related to the revision of tax forms, instructions, and computer programs to
incorporate the deduction increase. These expenses can be absorbed given the Department's existing budget.

Explanation of State Revenues. The additional revenue loss fromincreasing the deduction from $2,000
to $6,000 is estimated to be between $3.8 M and $4.2 M beginning in FY 2003.

This bill increases the current military service deduction for all taxpayers who receive military service
income. The current deduction of $2,000 would be increased to $6,000 by this proposal. Thisincreaseis
effective for tax years beginning January 1, 2002.

Relevant Data: Based on 1998 DOR Individual Income Tax data, approximately 35,000 taxpayers claimed
the current deduction. These individuals deducted approximately $68.4 M in adjusted gross income which
resulted in a state revenue loss of $2.3 M in FY 1999. The additional $4,000 deduction for al taxpayers
receiving military serviceincomeis expected to reduce Individual Income Tax revenue by between $3.8 M
and $4.2 M beginning in FY 2003.

Thefiscal impact may be slightly lessin subsequent years asthe number of individual staking thisdeduction
has been declining. From 1997 to 1998, the total decreased by less than 1%.
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Individual Adjusted Gross Income Tax revenue is deposited in the General Fund.

Explanation of L ocal Expenditures:

Explanation of L ocal Revenues: Counties imposing any local option income taxes would experience a
minimal reduction in revenue generated through these taxes.

State Agencies Affected: Department of State Revenue.

L ocal Agencies Affected: Countiesimposing alocal option income tax.

Information Sour ces: Indiana Department of State Revenue.
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